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THED DHCRTARY OF DEFENSE
' WASUINGTON

s

March 18?-i965'

Honorable William L. Dawson
-Chairman, Comwittee on

Government Operations . L
House of Repres (‘Yltl Ives ‘ SR
Washington, D. C. 20515 o

T e

Dear Mr. Chairman:

Reference is made to your request i‘o:c the vmw of the Depart;men’c of

Defense on H.R. 4845, 89th Congress, « bill "To provide for the cconom- ,
ic and efticient. purchase, lease, mTLHVGanCL, operation, .and. utilizatlon _
of autowntic dota proces 510z equipient bj Federal, dcparhnvntf) and - IR
neneios, " :

The Department o Dufense concurd in the desirability of utt!in& forth in
leglislation an ex pression of policy by the Congress on ‘tha. aequluitlon and
wse of automatic data processing equipment by Iederal pgencies. “Such

an expression of policy by the Congress would be of assistance to the
Bureau of the Budget and the General Services Adm'nistratlon in ‘coor-
dlﬂdtiﬂb the mavagement of AIPE throughout the Government.

As you know, the Bureau of the Budget and the Gnneral uerv1cea AQMIH-
istration have dalready Initiated actions which should materlallj imprOVG
i, o the ianagement off AIPE. A Goversment-wide reatilization program: S
R has-beon Initiated within the las b year which bas been implﬁanth :
-~ throughout the Dopartment of Defense. Undex uld&ncc provided by the
Bureau of the Budget, APE sharlng exchanges are betng eutﬂblishgd by
.- the. General. Services Administration and these actions aro.bning fully
f‘supported by the ‘Department of Defenge., Recently, the Burean of the
.;Budget issued Clrcular A-T1 which is -designed to further imp ove ‘the
- managément of AIPE within the Govarnment and which spe01fically 1den-;
0 tifles the re pon¢¢b111tlos of all agencie in this regard.. Thig" Clrcul
- intended to implement recommundatlonu contained in the. Bureau of tha
“Budget, chort to the President on. the Management, of Automatic Data
‘52Proccs lng in the Fedepal Covornmont which the. Preaidontﬁapprqved
‘nfmibted Lo thv COHUFCSh on Mzrch s 1965, o

St

T e

and..:

The_Bureau oi the Budgot Boportvexpressed certain ccncluﬂi na’. o
'mutte of prmnuremont and'uuo of utomatic daba processing equjp
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It recommended that Government agen01c retain Lhcir pr sentvrcsponsi«
bilities Tor making decisions in this area, rather than hove' a Separ&te
central office empowercd with authority to make fhose decislons,. . The * ‘
latter covrue' the report, concluded, would dilute the reaponsibility oini
sgency heads for the management of theilr organizations ‘and automated
systems; and would serve to divorce AP management from. the arrange- .
ments OltﬂbltuhLd by Burcau of the Budget Clreular A-Tl with respect to
Presidential surveillance over the overall management of ‘the Executdve
Branch. Tt would alsa LHLOTICTC with direct Government agpncy~contract0r
relationships. o ) o o - --‘W'

With respect to the e3 tdbllshmcnt of a centralized revolvinp fund for the
acquisition and utilization of AIPE, the Bureau of the Budget Report, as
approved by the President, limited its recommendations on the use of" -~
such o fund to those situations involving the e tabllshment of FeerCG
centers, equipment pools and time-sharing urrangements or where it

would be advantogeous ror appropriate Federnl agencics on o permlaslvoi"
basio to {inonce the \(qulbitlon and uLtlxvaLLon of AIPE.

Theve 15 contaired in H.i. 4845 certain language which might’be con~

strued Lo require, on o mandatory basic, Federal ngencies and thelr .
contractors to obtain their individual ADPE requirements through the
Administrator o General Services. The Administrator would purchaso,'”-
lease, or transfer from other Federal agencles the equipment to meet’

these requirements. Fxceptions would be permitted only at the di%oretlon

of the Administrator. Regardless of which agency procurcd the 0qu1pmnnt,

the bill could be lnurjprﬁtcd to require the use of the ccntrallzed revolvina'

ykiund provided {or in .uhuuction l]l(c) in all cabc

Use of such - a fund on a m¢ndnto?y basis would rnsult 1n impoaing nnoth
Cotep {n tho procurement of APE. Moreover, thcrq would be extra costa
- ta Federal agonciuJ resultiog from. surchargea nccessary to reimburse
“the General Services Administration for costs of Operating the fund.. .In
addition, it could discourage 3econd and third users of the. Pqulpment__lnce

X agency, -there Ls o clear finandial incentive to. utilize such equipment
'.1niti¢s gpvqrnmept~owned 1t can goperally.beAacquirLd atanAcogt>exccpt

they would be paying rentals to General Services Administration . for older -

"and perhaps less efficient equipment that might be as high or ‘bigher than'
~what they would pay for the most modern cqulpment. Under existing pro: L

cedures for the utilization of equipmcnt excess. to one agency by anothe
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for transportation, packing, and dismantllng chargea. If the equjpmcnt ‘
- will ‘do the job, the economic: advantage over new equipment is obvious. .

‘Bven with leased equipment, the agency can usually obtain it at a -sub=

stantial discount from the new price. Slnce the General Services Admin-%'

istration could charge rentals as long us the equipment is in use (and
would have to until it I1s amortized), the incentive to use older, perhaps ‘

I'outmoded, equipment is lost. The General Services Administration may

then find itself eventually in the position of having a large inventory- of

unused  equipments in warehouses or directing ogencies to use this: equip~'

munt even though newer, more efficient equipment is &vailable at equal

or lover cost. For the above reasona, the Department of Defense docs F
not consider the estublishment of a revolving fund for acquisition of all o

Tbe viewJ of this Department with respect to AIPE in the hands of
Government controctors have been made known to the Bureau. of the
Budget, the General Accounting Office and to various Committems of
Congress, Tha Gencral Accounting Office hao issued a series of re-
ports oun this matter, Invordng Government owncrship for AMPE in
Government contractor plants. Detailed comment o the Comptroller
General on his recommendatlons in this area vere huplePu toluulon

May 21, 1)6h, a copy of which is attached.

Dep&rtmpnt of Defense procurement policy is to place maximum reqpon— .
sibility on contractors for contract performance, including thv reuponoi-
bility for facilities acquisition to perform those contracts. This would
include ATPE. The Department's policies of contractor respon5101llty s
go: hand~1n—hand,w1fh increased emphasis on the use. of fixedryrlcc con—f-
tracts and contracts with wide-ranging incentives which ave: dvsigned to !

. insure the utmost in- ﬁound contract management, by Government vontlac~7v=:'
 tovse Acceptance of a principle which would provide all AHPL 1o con~
~ tractors as Povornmvnt-iu1nLuhvd equipment carrlcs with it aubutanbinl
Copenolty hecause s (1) it represents increased Govermnent cortrol and -

1ntervcntlon in private enterprise and management inltiatmve, (2) it poues

... the" extreme likelihood of the creation of a substantial - 1nyentory of -1dle -
i-_ADPE, (3) thé. administration and caretaking of such an equipment 1nventory

. will be extremely costly; and (4) it overlooks’ the alternative that the con~
-4ﬂtractor can, purchase AEPE in many cases with better adyantafes to. the : ;
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! ,It h&a buen szL(d Lhat «a plinvipnl advantage. of ncntraix Auld} g:ovuromwnt
Lof AIEFE 18 that lense/purchase declisions could be made on the basis of o
Lhe “total Governmenb quuierPnt for the Lqulpment oyver its uselul. llfc- s
span rather than on the basis estimated use by the acquiring organiza-
tionh. The Department of Defense positlon, based upon extensive experience -

with this type of equipment, is that it is practically impossible for a single .
agency to determine potential secondary users within the agency at the s
- time of initial acquisition and that it is. completely unreallstic to assume
. that anv agency can make such determinations for the Government as a :
whole. We are in full support of the obJjectives of: purchasing computers
on the bagla of proven economlc advantagr over’ 1easing for the known op- .,
plicatlon of the quipmnent. Lunnu/purchn.v analyaio is. made when the
equipment, 1o aequired and comtinually thevéadber Lf the equipment 1o
leased to assure that changed sltuntions have not altered the orisioal
“decisions The Depariment now purchases in all cases where the cconomle ‘
advantage is proven, based upon the known use of the equipment and if the
funds are available. The equipment is then assured of full amortization
by the initial requiring agency and, as pre vionsly mentioned, reutilization
of the equipment by a secondary user is helped by an abllLty to wransler -
the equilpment at no cost. This procedure allows selective purchase of
equipment where economy is5 assured and deLlitatc% its reutilizabion,
but at the same time prevents g costly build-up of owned equipment
; whlch may or may noL have iurthvr use te the Government.

In vlcw OI‘ the {Orvcoin( itodis u‘r'ommonded Lhﬂ.t in line 8, page 1 of the .
bill, the words “und prov1du for" be deleted; in 1ine L, pdye 2, the word -
~ "shall” be changed to "may"; in line 7, page 2, the words "and. dire soted"
. be deleted, in line 12, page 2, the word “reguire" be - changed to prOVLdO'
. Tor"; and in lines 13, 1h and 15, page 3, the words "for the efficient co=- .
;ordlnation, operatlon, utxliuatlon of such equlpment by and for Federal ‘
.. agencies" be deleted and substitute in lieu theveof the words "to estab-
"_"lish and operate equipment pools and data processing. centers by or for‘,
~ -the 'wse of two or more Faderal sgencies or to finance at the request of
S 8 Federal agency -the agquxﬂltion and utiliza1ion of Guch equlpment.?

. ,J'Thc Chairmnn or the ¢ uboomm;ttvo on Governmunt ucbivltiun in hLb bbnho~'
‘f}ymcnt on the, floor of the Houge of Ropreacntatjvau ‘on February 11, 1965 ..
- (page 2586, Congressional Record) at the tiue H.R, 48Y5 was introduccd -
j}stdted that. the bill contained exceptions neceasary for reaschs of security
Joand defenae and that it wos not intended that the. legislation covcr any :
,Agspeciallzed 501ont1fic or’ peclallJ designed mtlitary AP . syatem :

'“;components.g; A , , .

R 2w
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Virtunlly o1l speelally designod ADPE doveloped for military purposes such _
0s weaporns Llrc control, tacticnl wilitary field operations, sclentitic and’
ungincvring, misolle and mpatellite tracking, weapons development, con-
mahd and control; and communleatlons operations are procurcd odg integral:
parts of wewpons and support systems. It should be further noted that
comnereianl general purposs cquipment is selected for these systems when
it can periorm satisfactorily. Selection of specific cquipment, howevcr,
must always be related to the total system and its interface requirements.
The Department of Defense ulso makes extensive use of ATPE for intel- ,
ligence and other highly classified purposes. - Information essential to the | /_
selection and acquisition of this equipment 1s highly classified and its /
disgemination restricted accordingly. | Certain agencies of the Department
of Defense make extensive use of AIPR in accomplishing wrgent crypto-
logic missiong, esign orp selectlon, production; tusting, and updoating of
ADP equipment, and 4 urgeney andaensitive elnssificd nabure ol the data
to which the AN spplications are mide require that the mont rigld security
: easures and Llee schedules Lo applicds. 16 is considercd esgential  the
i determinations with ruspueet Lo AIPE of the types describod above involving
the national defense and national sceurity be made by the Secretary of
Defense., Accordingly, the following additional. amendment is recomnended
for incorporatioh in the bill commencing on page 2, line 16. ' ’

"his section shall not, be construed to apply to specially
app ‘

designed automatic datn processing equipment for scientific; o f
milltary or eryptologic uses and thc-ngdwof_gwfg@qu&ﬁgﬂgpcyj N

18 authorized to determine when any automatic dota processing
-, equipment should be oxeluded from the provisions of this scc- o
cotlon for rensons of natlonal defenge or national securdty, L

. fIn;Edndluéiong the Department of Defense supports the éna@tmc@p*of?ﬂ.ﬂ;ﬁﬁ845'f:i:
© 0 Af At is anended to inelude the suggestions sct forth above. Tt donCurs_inihose-

- provislons of H.R. 4845 pertaining to responsibilities to be vested in the
Secretary. of Commerce. The Department of Defense is engaged. in extensive .-
~sclentific research. and development activities in the ADPE field primarily

. with respect to our military requirements. However, it believes that there -

5{ S0 is a definite requirement on a Government-wide bagis fof;ﬁﬁé}type~qf:sérvémi-j
o “w;'ﬁ-,iqqg;which'the,ﬁucrotary,of Comuerce would provide_undar;thiﬂlbil;;;‘it*;s‘gj}-z-

o

Hee A , : : by 5ub- I
5_§eg§ibpflll(f)uis‘nOt'intended to curtall or'rﬁgtrict”nepdxtmpnt of Defenge !

les dn this field,

. e o C] prUVAUe Ub
b7 underatood  thit the mathority vested in the Secretary of Commexe
::‘> o E

Jrresearch and ‘development netivit

A A
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We Wwill be h&bpj to provide any further 1niormution that your Committee
may request. Fuarther, the Department welcomes the Qpportunlty to '
testify at hearings to be held on H.R. hdh)

Thc’ Bureau of the Budget advises that from the bt&ndpoint of the Admin-‘ "
istration’s program, there is no obJection to the bubmiﬁuion of this repart
to the Committee.

Sincerely,
Slpned

CYRUS R. VANCEH y
Deputy Secretary of Defense

Inclosure : : o o
Ytr to CompGen dtd 21 May 196k ‘ , ST
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